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RATING RATIONALE

LONG-TERM RATING Our 'BBB+' long-term issuer rating on Sweden-based Soérmlands Sparbank reflects the bank's very

strong capital position, low risk appetite, and relationship-based funding profile. We view the bank's

BBB+ cooperation arrangement with Swedbank AB as positive, as it provides material diversification of
product offerings, shared IT costs and the opportunity to finance retail mortgages. In addition,
OUTLOOK Sormlands Sparbank benefits from dividend revenues through its holdings of Swedbank shares, which

have resumed in 2021.

Positive

The rating is constrained by the bank's relatively weak core earnings metrics, which remain weaker
than those of similar Nordic savings banks. The rating also reflects the relative volatility of the bank's
local market, which has historically demonstrated volatility associated with being a key region for
Sweden's manufacturing industry. Despite the uncertain economic environment, our projections for
N-1 + losses and non-performing loans are only slightly above historic levels after the resolution of a small
number of legacy credit losses have been resolved in the past year.

SHORT-TERM RATING

POSITIVE OUTLOOK

PRIMARY ANALYST
Sean Cotten Our positive outlook on Sérmlands Sparbank reflects our expectation that the bank will continue to

+46735600337 . . . . . o . . . .
A o R, improve its core earnings metrics, while maintaining strong capital ratios as it grows its loan book. It
also takes account of the bank's maintenance of its relationship with Swedbank and its low risk

SECONDARY ANALYST . . . . :
appetite, with normalised credit losses as the local economy improves.

Geir Kristiansen
+4790784593

geir kristiansen@nordiccreditrating.com

POSITIVE RATING DRIVERS DRIVERS FOR A STABLE OUTLOOK

Sustainable improvements in core earnings
metrics, with core pre-provision income to
risk exposure above 1.5%.

Continued improvement in the economic
conditions in Sweden and in the bank's local
market.

Asset quality metrics in line with the peer

Core earnings metrics fall below our
estimates.

The bank's growth plans leading to a
sustained reduction in the common equity
capital ratio to below 21%.

Material deterioration in asset quality
metrics.

group.

Figure 1. S6rmlands Sparbank key credit metrics, 2017-2023e

2019 2020 2021e 2022e 2023e

Net interest margin 1.4 1.4 1.5 1.6 1.4 1.4 1.4
Loan losses/gross loans 0.06 0.12 -0.06 -0.31 -0.19 0.07 0.06
Core pre-provision income/REA 0.7 0.2 0.6 1.0 1.1 1.3 1.5
Return on equity 5.9 3.0 5.0 3.8 6.4 4.8 5.4
Loan growth 5.5 9.8 -1.2 11.1 13.0 115 115
CET1 ratio 204 21.6 22.1 219 223 21.7 21.3

Based on NCR estimates and company data. e-estimate. REA-risk exposure amount. CET1-common equity Tier 1. Core pre-provision income includes
only net interest income and net fee and commission income. All metrics adjusted in line with NCR methodology.
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Operating environment
assessment is 'bbb’

National factors score 'a-'

Regional, sectoral, and
cross-border factors
score 'bbb-'

ISSUER PROFILE

Sormlands Sparbank was initially founded in 1832 as Nykopings Sparbank and took its current form
via a 1991 merger and the 1998 acquisition of five local bank offices as part of the creation of
Foreningssparbanken (now Swedbank). Sérmlands Sparbank is based in Katrineholm in the county of
Sodermanland (also called S6rmland). The bank is also active in the municipalities of Nykoping, Flen,
Vingaker and Oxelosund. These communities have a total of about 130,000 inhabitants in southern
Sodermanland, stretching from Lake Hjdlmaren to the west and the Baltic Sea to the east.

In 2022, Sérmlands Sparbank will become a limited liability company, and will be renamed Sérmlands
Sparbank AB (publ) and be wholly owned by a newly created foundation, Sparbanksstiftelsen
Sormland. This will allow the bank to increase its distributions to the local economy via its owner. Like
most Swedish savings banks, the bank shares a history of cooperation with Swedbank, which provides
material product diversification, shared costs on IT solutions, and the opportunity to finance retail
mortgages via Swedbank Hypotek AB, Sweden's largest issuer of covered bonds.

Figure 2. S6rmlands Sparbank core markets

Municipality Population, Expected population  Unemployment, Unemployment,
June 2021 change, 2021-2040 Sept. 2021 Sept. 2020
Katrineholm 34,769 6.0% 9.5% 10.5%
Nykdping 57,310 7.3% 8.6% 10.0%
Flen 16,410 -7.3% 13.1% 14.4%
Vingaker 9,097 -4.4% 9.6% 10.6%
Oxelésund 12,041 4.2% 10.1% 12.2%
Sweden 10,327,600 8.9% 7.5% 8.9%

Source: Statistics Sweden, Arbetsférmedlingen (Swedish Public Employment Service).

OPERATING ENVIRONMENT

NCR considers a balance of national and regional factors in our assessment of Sérmlands Sparbank's
operating environment. The bank operates in a narrow market, with a high share of its exposures
associated with the local economy, which has higher unemployment and has proven to be more
volatile than the Swedish average, given the importance of the manufacturing sector.

Swedish banking assessment raised on reduced COVID threat

In September this year, NCR raised its assessment of the Swedish banking market to 'a-' from 'bbb+'
(see also Nordic banking assessments raised on reduced COVID threat, 9 Sep. 2021). Our assessment is
back at the pre-pandemic level to reflect expectations that vaccination rates will increase and lead to
a reduction in pandemic-related restrictions. Once restrictions are fully removed, we anticipate
increased economic activity in both cyclical production segments and service industries. We also
expect that the ongoing economic recovery will result in lower unemployment, especially among
young adults, who have been disproportionally affected by a loss of service and seasonal work.
Sweden's strong public finances and lower-than-projected budget deficit, together with expansionary
monetary policies, provide buffers against threats to economic recovery.

The Swedish regulator will increase the countercyclical buffer in June 2022, signalling a more positive
outlook for the banking sector. The increased pace of housing price growth during the pandemic has
proven to be unsustainable and NCR continues to believe that the pace of housing price growth will
align itself with the market's long-term growth rate for the remainder of 2021 and in 2022, in part due
to the continued rollout of COVID-19 vaccines, but also due to the reinstatement of amortisation
requirements.

Reduced unemployment improving local operating environment

Sormlands Sparbank's base is in southern S6dermanland county, excluding Eskilstuna and Strédngnas,
which fall within the domain of Sparbanken Rekarne AB, and excluding Trosa and Gnesta, which are
in Swedbank's domain. With the exception of Nykoping, the bank's core markets are largely dependent
on manufacturing, which suffered a 15%-20% decline in production in March and April 2020 at the
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Risk appetite assessment
is'a’

Risk governance scores
'bbb+'

Capital scores 'aa-'

outbreak of the COVID-19 pandemic, but has rebounded, despite ongoing issues with the global supply
chain. Employment levels have materially improved over the last year in each of the bank's core
markets (see Figure 2), but we note that S6dermanland county continues to have the highest
unemployment rate in Sweden, at 10.1% (9.5% in August 2019).

Prior to the onset of COVID-19, the county, which accounts for about 2% of the Swedish economy, had
experienced economic growth above national averages, but suffered a material setback due to the
pandemic. As the impact of the pandemic recedes, the region is well positioned to benefit from the
increase in employees working from home, which has had a material impact on municipality level
population projections over the last two years. The bank's region is mostly within an hour of Stockholm
city centre by train, and housing prices in the market are considerably lower than in the capital region.

Figure 3. S6dermanland's annual economic growth and regional share of Sweden's GDP, 2001-
2019
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RISK APPETITE

Sormlands Sparbank has a low risk appetite, given its significant capital buffers and retention of
earnings on the balance sheet. Its liquidity buffers are strong and the bank has a relationship-based
funding profile with the ability to transfer mortgage loans to Swedbank Hypotek. As with many of its
peers, the bank has natural portfolio concentrations in its local market, and particularly in real estate.

Risk governance and ESG efforts are improving

Sormlands Sparbank's regional focus creates naturally high geographic risk concentrations and the
bank's risk governance is less developed than that of larger Nordic banks. However, we view the bank's
risk appetite, limit monitoring, risk reporting, and overall governance is in line with the larger savings
banks, given investments in risk framework and related staffing following a regulatory sanction in
2017.

In our view, Sérmlands Sparbank’s primary environmental, social and governance (ESG) attribute is
its strong sense of social responsibility in its local communities. The bank has contributed over SEK
125m to local education, youth sports, integration and cultural projects since 1999. The bank has
committed to work towards the UN's goals for responsible consumption, sustainable lending practices
and fair and equal employment opportunities.

Sormlands Sparbank has climate neutral status, according to the Greenhouse Gas Protocol, an
international environmental watchdog. This status reflects the bank's efforts to limit its own emissions
and compensate for excess emissions to neutralise its environmental footprint. In addition, the bank
incorporates ESG reviews into all credit decisions exceeding SEK 5m.

Capitalisation improvements driven by material loss reversals and Swedbank dividends

Sormlands Sparbank's CET1 capital ratio was 21.5% as of 30 Jun. 2021 (23.0% including year to date
profit), more than double the current regulatory requirement. Our forecast projects that the ratio will
decline, reflecting on-balance-sheet loan growth of 11%-12% per year and expectations of increased
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Funding and liquidity
scores 'a’

dividends following the reorganisation as a limited liability company. We expect the increased scale
to steadily improve cost efficiency and include about SEK 60m per year in Swedbank dividends in 2022
and 2023 (see Earnings Performance below). The bank uses standardised capital models and total
equity accounts for 17.3% of total assets, which is strong even among well-capitalised Nordic savings
banks, but includes holdings in Swedbank, which are deducted from regulatory capital.

Figure 4. S6rmlands Sparbank REA/asset and CET1 ratios, 30 Jun. 2021
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Source: company reports. Sp-Sparbank (Sweden)/Sparebank (Norway).

Sormlands Sparbank's regulatory capital base excludes all its holdings of Swedbank shares that exceed
10% of its own CET1. As of 30 Jun. 2021, the amount deducted from the capital base stood at SEK 811m
of the SEK 1,046m market value on the balance sheet. We note that Swedbank's share price has
recovered many of its valuation losses since money laundering accusations were levied in February
2019, adding material buffers to the already strong regulatory capital position of S6rmlands Sparbank.

Funding dominated by customer deposits; liquidity strong

We regard Sormlands Sparbank's funding and liquidity position as relative strengths. Existing liquidity
buffers are strong and the bank has a high level of relationship-based retail deposits and the ability to
transfer mortgage loans to Swedbank Hypotek. As of 30 Jun. 2021, the bank's net stable funding ratio
was a robust 143% and the liquidity coverage ratio is regularly above 300%, well above regulatory and
internal limits.

Increased savings in Sweden since the outset of the pandemic have maintained the bank's loan-to-
deposit ratio at 92% as of 30 Jun. 2021, even as the loan book grows. The bank has historically
maintained a strong liquidity buffer of over 30% of customer deposits, of which 73% were from what
we view as loyal household customers. Despite an excess of customer deposits, the bank issued its first
bond in November 2020 and we expect it to resume bond issuance to support growth and further
diversify its funding.

Sormlands Sparbank's cooperation with Swedbank also provides various funding benefits. The bank
can transfer residential mortgages to Swedbank Hypotek, in return for a commission. The bank's
current strategy is to increase its own balance sheet lending relative to loans transferred to Swedbank,
with most new lending growth on the bank's own balance sheet (see Figure 4). We believe the bank
will continue to grow its total loans volume and to repatriate transferred loans to its own balance
sheet, given its strong liquidity.
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Credit risk scores 'bbb’

Figure 5. S6rmlands Sparbank net loans (on own balance sheet and transferred to Swedbank),
customer deposits and issued debt, 2013-Q2 2021
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Source: company.

Credit risk concentrated on property lending in the bank's region

Some 80% of Sérmlands Sparbank's customer base is located within the bank's five core markets,
leading to a material concentration of local real-estate collateral. Nearly 90% of total loan exposure is
collateralised by private housing, housing cooperatives, agriculture or commercial real-estate
management and construction (including SEK 5.3bn in transferred mortgages) (see Figure 6). Housing
prices and real-estate values in the region have increased in line with the Swedish market, supporting
the bank's collateral, and lending to the agricultural sector is highly diverse, with a high proportion
extended to family-owned farms and forest owners.

In addition, S6rmlands Sparbank's lending is focused on private individuals and SMEs with primary
operations and employment in their own core markets, which leads to geographical concentration.
The manufacturing industry is a significant employer in the region and, despite a low share of loans
to manufacturing, many of the bank's exposures can be affected by volatility of the region's largest
manufacturers. Geographic concentrations are mitigated by rail and highway access to larger
employment markets in the Stockholm region, as well as Eskilstuna, Norrkoping and other nearby
cities. The bank has relatively low exposure to high-risk industries, with modest exposures to
construction, retail, and hotels and restaurants.

Figure 6. S6rmlands Sparbank total net lending by segment, 30 Jun. 2021
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Source: company.

Sormlands Sparbank's SEK 5.3bn in transferred mortgage loans to Swedbank provides income via
commission fees. The bank has a first-loss risk associated with the transferred loans that results in a
reduction in paid commission when loss reserves are necessary for transferred loans. The maximum
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Other risks score 'a’'

Competitive position
assessment is bbb’

Performance indicators
assessment is 'bbb-'

Earnings scores 'bb’

risk on transferred loans is about SEK 50m per year, or the amount of reported loan commission
income.

Market risk low; other risk not a material concern

In our view, market risk is not a material risk factor for the bank. The bank's securities consist
primarily of covered bonds and bonds issued by municipalities and the Swedish government as part
of the bank's liquidity buffers. The bank has low limits for interest rate risk and has immaterial foreign
currency exposure. It maintains a derivative portfolio solely for interest rate hedging purposes.

Sormlands Sparbank's ownership of Swedbank shares ensures it has a meaningful voice alongside
other savings banks that own shares, either directly or via their owner foundations. We consider the
importance of Swedbank dividends in our assessment of Sormlands Sparbank's earnings performance.
Aside from Swedbank shares, the bank has strategic ownership in fund company Indecap Holding AB
(jointly owned along with over 35 other savings banks) and insurance company Sparbankernas
Forsakring AB (with over 50 other savings banks).

COMPETITIVE POSITION

Sormlands Sparbank has a strong position in its core markets, with a market share of around 30% in
Nykoéping and nearly 60% in Katrineholm and its other core markets. The bank's primary local
competition comes from Lansforsdkringar Bank, while larger corporations in the region are serviced
by the country's larger banks. Increased competition from larger banks, challenger mortgage
institutions and nearby savings banks is affecting the bank's local margins, but has not materially
impacted its ability to attract and retain customers, in our view. At national level, the bank accounts
for about 0.3% of total deposits and total loans, including loans transferred to Swedbank.

Figure 7. S6rmlands Sparbank income composition, 2020 and 2021H1
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PERFORMANCE INDICATORS

Our analysis of Sérmlands Sparbank's earnings is focused on core revenues, excluding financial gains
and losses, dividends and other non-core income. We note the bank's earnings are also buoyed by
dividends from its strategic holdings in Swedbank and have benefitted from nearly SEK 100m in loan
loss reversals since mid-2020. We project improvements in scale and cost efficiency to improve the
earnings profile from below its Swedish peer group average to within its peer group over time, but
view earnings as a relative weakness. Our expectations for losses are in line with long-term normalised
levels, reflecting the resolution of legacy non-performing loans over the last 18 months, which
materially reduces non-performing loans.

Earnings well below peer group average, but likely to improve due to accelerated cost focus

The bank's earnings metrics remain weaker than those of similar savings bank peers, especially when
adjusted for Swedbank dividends. However, as we anticipated, improvement in Sérmlands Sparbank's
core earnings began with cost measures taken in 2020 and fully impacting from 2021. While the bank
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has outpaced our expectations for 2020, we have adjusted our expectations for core risk-adjusted
earnings down in 2021 and 2022 to reflect expectations of less aggressive cost reductions and higher
margin pressure than previously anticipated.

Nevertheless, the bank's earnings were significantly boosted in 2021 by the reinstated dividends from
Swedbank, totalling in excess of SEK 100m. We expect Swedbank to pay out 50% of profits from 2022
onward. Our forecast includes about SEK 60m paid out in 2022 and 2023. See Swedish savings banks
get dividend boost after solid 2020, 21 Jun. 2021 for further details of the impact of Swedbank's
dividends and Q&A: Swedbank judgement and share price impacts on Swedish savings banks, 23 Mar.
2020 for details of how movements in the Swedbank share price affect Sérmlands Sparbank and other
Swedish savings banks.

We note that S6rmlands Sparbank is making improvements in cost efficiency and projects a core cost-
to-income ratio of under 60% by 2025 (compared with 87% in 2019 and 77% in 2020). Our forecast
anticipates a 69% core ratio in 2022, due to expectations that further cost reductions could be more
difficult, in part because of increased costs of the restructuring. The bank's plan includes increased use
of digital customer channels, the completion of the merger of the bank's Nyképing branches, and the
full impact of the reduction in headcount in 2020. We expect the bank to approach its Nordic savings
bank peer group's core risk-adjusted earnings by year-end 2023 (see figures below).

Figure 8. S6rmlands Sparbank pre-provision income to risk exposure amount, 2018-2023e
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Source: company. Core revenues include only netinterestincome and net fee & commission income.

Figure 9. Nordic savings banks' risk-adjusted earnings, 2021H1 annualised
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Loss performance
scores 'a-'

Peer comparison is
neutral

Support analysis is
neutral

Non-performing loans and credit losses expected to return to levels in line with peers

Sormland Sparbank's recent loan losses have been affected by a 2016 legacy exposure, which led to a
75bps credit loss in 2016 and large recoveries in 2020 and the first half of 2021. The resolution of the
loss since 2020 has also had a material impact on the bank's Stage 3 non-performing exposures, which
our forecast projects will fall further to around 65bps of gross loans, in line with the average of its
Swedish savings bank peer group.

In the 12 months to June 2021, the bank made reversals of SEK 90m, primarily due to the resolution of
legacy exposures. We project that the bank will have more stable losses going forward, around our
loss expectations for the peer group, given the low expsoure to at-risk industries and a diminshing
impact of the pandemic.

Figure 10. Sérmlands Sparbank asset quality metrics, 2018-2023e
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ADJUSTMENT FACTORS

Peer comparison

We believe that Sérmlands Sparbank's relative strengths and weaknesses are accurately reflected in
our 'bbb+'initial credit assessment. NCR has confidential credit assessments (not full credit ratings) on
nearly 300 Nordic banks. The average assessment is 'bbb+, reflecting a high level of savings banks in
the sample.

Support analysis

Sormlands Sparbank has no owners. Instead, it has 50 principals. The principals appoint a board and
distribute the bank's profit. Given the bank's current structure, there is no additional owner capital
held in a foundation or within Swedbank, which is the case at a number of other Swedish savings
banks.

In April 2021, Sérmlands Sparbank decided to reorganise itself as a limited liability company, with a
savings bank foundation (sparbanksstiftelse) as owner, in line with the structure of many other
Swedish savings banks. Pending regulatory approval, the bank will be renamed S6rmlands Sparbank
AB (publ) and will be wholly owned by a newly created foundation, Sparbanksstiftelsen Sérmland. The
restructuring is scheduled to take place in 2022 and will not affect our ratings on the bank, nor our
view on ownership support.

ISSUE RATINGS

Our rating on Soérmland Sparbank's unsecured senior debt is in line with the issuer rating, i.e. 'BBB+'.
We rate senior unsecured bonds issued under the bank's medium-term note programme 'BBB+', an
indication of our ratings on future issuance from the programme.
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Figure 11. S6rmlands Sparbank key financial data, 2016-Q2 2021 YTD
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Figure 12. Sérmlands Sparbank rating scorecard

Subfactors

National factors 10.0% a-
Regional, cross border, sector 10.0% bbb-
Operating environment 20.0% bbb
Capital 17.5% aa-
Funding and liquidity 15.0% a
Risk governance 5.0% bbb+
Credit risk 10.0% bbb
Market risk - -
Other risks 2.5% a
Risk appetite 50.0% a
Market position 15.0% bbb
Earnings 7.5% bb
Loss performance 7.5% a-
Performance indicators 15.0% bbb-
Transitions Neutral
Peer comparisons Neutral
Borderline assessments Neutral
Stand-alone credit assessment bbb+
Material credit enhancement Neutral
Rating caps Neutral
Support analysis Neutral

BBB+

Issuer rating
Outlook

Positive
N-1+

Short-term rating

Figure 13. Capital structure ratings

Seniority

Rating

Senior unsecured

BBB+
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DISCLAIMER

Disclaimer © 2021 Nordic Credit Rating AS (NCR, the agency). All rights reserved. All information and data used by NCR in its
analytical activities come from sources the agency considers accurate and reliable. All material relating to NCR's analytical
activities is provided on an "as is" basis. The agency does not conduct audits or similar warranty validations of any information
used in its analytical activities and related material. NCR advises all users of its services to carry out individual assessments for
their own specific use or purpose when using any information or material provided by the agency. Analytical material
provided by NCR constitutes only an opinion on relative credit risk and does not address other forms of risk such as volatility
or market risk and should not be considered to contain facts of any kind for the purpose of assessing an issuer's or an issue's
historical, current or future performance. Analytical material provided by NCR may include certain forward-looking
statements relating to the business, financial performance and results of an entity and/or the industry in which it operates.
Forward-looking statements concern future circumstances and results and other statements that are not historical facts,
sometimes identified by the words "believes", "expects", "predicts”, "intends", "projects”, "plans”, "estimates", "aims", "foresees",
"anticipates"”, "targets", and similar expressions. Forward-looking statements contained in any analytical material provided by
NCR, including assumptions, opinions and views either of the agency or cited from third-party sources are solely opinions and
forecasts which are subject to risk, uncertainty and other factors that could cause actual events to differ materially from
anticipated events. NCR and its personnel and any related third parties provide no assurance that the assumptions underlying
any statements in analytical material provided by the agency are free from error, nor are they liable to any party, either
directly or indirectly, for any damages, losses or similar, arising from use of NCR's analytical material or the agency's analytical
activities. No representation or warranty (express or implied) is made as to, and no reliance should be placed upon, any
information, including projections, estimates, targets and opinions, contained in any analytical material provided by NCR, and
no liability whatsoever is accepted as to any errors, omissions or misstatements contained in any analytical material provided
by the agency. Users of analytical material provided by NCR are solely responsible for making their own assessment of the
market and the market position of any relevant entity, conducting their own investigations and analysis, and forming their
own view of the future performance of any relevant entity's business and current and future financial situation. NCR is
independent of any third party, and any information and/or material resulting from the agency's analytical activities should
not be considered as marketing or a recommendation to buy, sell, or hold any financial instruments or similar. Relating to
NCR's analytical activities, historical development and past performance does not safeguard or guarantee any future results or
outcome. All information herein is the sole property of NCR and is protected by copyright and applicable laws. The information
herein, and any other information provided by NCR, may not be reproduced, copied, stored, sold, or distributed without NCR's
written permission.
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